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» BDITORIAL « 


Industrial Accounting Research 


Research in Industrial Accounting is not new but has been developed 
over many years by various accounting organizations, trade associations, 
educational institutions and government agencies. While every undertaking 
in the field of research contributes much to the knowledge of the subject 
studied, it cannot be said that the results so far have been spectacular in 
so far as the practice of accounting in industry is concerned. All research, if 
it has been exhaustive in the search for facts, is labourious work and re- 
quires time before the results are evident. 

Since the turn of the century great advancement has been made in 
developing the uses. of accounting in industry, notably, budgetary control, 
standard costing, cost control and presentation of accounting statements. 
These innovations have been the result of external influences rather than 
internal study and research. They have been devised to meet the more 
exacting needs of scientific management and to cope with the growing severity 
and complexity of taxation. 

Notwithstanding these notable advances, practice of accounting is still 
based upon “generally accepted principles.” What those principles are is 
hard to define and any attempt at definition would result in a wide variation 
of opinion. The practice of accountancy is governed by principles based 
on precedent more than on logic. For example, accounts are criticized by 
investors because the balance sheet does not indicate the realizable values of 
the assets; they may further be criticized because they do not take cognizance 
of fiuctuations in price levels. 

In the January issue of the Accountants’ Magazine, Mr. R. W. Moon, 
A.C.A., in his article on “The Reflection of Economic Changes in Financial 
Accounts” has this to say: “The real object of depreciation is to distribute 
the original cost of wasting assets over the term of their working life, and 
in so doing retain funds in the business just sufficient to finance replace- 
ment, assuming that the cost of replacement remains identical with the 
initial cost of the old assets.” “How, then can fluctuations be ignored if at 
the time of replacement the cost of new plant or machinery has risen by 
leaps and bounds? The deficiency between the accumulated depreciation pro- 
vided and the replacement cost has to be made good somehow. Is it right 
to raise fresh capital to finance the increased cost? To do that, it might 
be argued, is equivalent to issuing watered stock as no change has occurred 
in the number of machines owned; no expansion has taken place. Again, is 
it correct to recover the extra cost out of future profits? The increased cost 
has to be financed on the spot, not postponed into the future.” 

Having, therefore, established that there is some uncertainty as to 
what are “sound accounting principles” it would appear that one of the 
main objectives for industrial accounting research is to study some of the 
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principals of accounting in the light of changing conditions. It is question- 
able, however, that any attempt at research on a subject so far reaching in 
its scope would be very effective if undertaken by individual persons or 
organizations. If the results of research are to be effective they must 
have common acceptance and, therefore, should be made the object of co- 
ordinated effort on the part of the various accounting organizations and 
universities. This lack of co-ordination is probably one of the chief reasons 
why the effect of research on accounting practice has not been as spectacular 
as their findings should warrant. Progress continues at an ever increasing 
rate and the future is beyond conjecture. Industrial accounting can only 
keep pace with this progress if its application is based on logic free of 
precedent and conventions. 


Examinations 


In this issue is published the dates on which the Spring examinations 
will be written and serves as a reminder that the time is getting short for the 
completion of the courses. The students are asked to bear in mind that all 
lessons must be completed and marked by the University before they are 
permitted to write the examinations. For various reasons, many students find 
it mecessary to curtail their studies but they should consider very carefully 
any decision to give priority to other activities. There is a great need for 
qualified industrial and cost accountants but the demand is confined to those 
who can show that they are fully qualified, while very little consideration 
is given for courses that have been partially completed. When one pro- 
crastinates in his studies the intention is that they will be resumed later on 
—but never are. In every profession, only a small percentage of those who 
make a start will complete their courses and acquire their degree. This, of 
course, enhances the value of those who made the grade, but also accounts 
for the large number who can scarcely lay claim to specific qualifications. 


We Have Faith in the Future 


The best indication of our confidence in our country is the report of 
new business being commenced, coupled with the marked reduction in 
business failures. There is much evidence in the launching of new business 
that costs are being given practical consideration to a degree never before 
attained. The veterans being started into business are being trained in the 
use of capital and its function in the successful operation of even the 
smallest business. As the size of the business increases so does the controlling 
means of cost control become desirable and a requirement for successful 
existence. With this condition before us it is our plan to enlarge our 
educational programme this year with an aim to creating more qualified 
member cost accountants to satisfy the demand in the cost field. This refers 
in particular to the smaller class of business. The larger organizations al- 
ready have had, for some years, fully operating cost departments up to the 
point of executive responsibility. The call for cost men and women is 
coming largely from these smaller concerns. 
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Work Simplification 


The trend of 1947 business and industry points to work and product 
simplification. The engineering and cost responsibilities will be called upon 
to make effective savings in labor, materials and no doubt in administration 
costs. Competition will be keen in most fields, soon after the first demand 
has been satisfied. Then the product cost and quality will come under 
greater and greater scrutiny by the purchaser and the consumer. The 
stream-lined business will, at that time, have a definite advantage. The engi- 
neering and cost departments will be called on to accomplish these ad- 
vantages. 





New Members 


Eastern Townships Chapter 
Roland Boucher, 3 Marquette St., Sherbrooke, Que. 
Henri Bourque, La Tribune Ltee, Sherbrooke, Que. 
Robert E. Blake, Union Screen Plate Co., Lennoxville, Que. 
O. J. Broadbelt, Industrial Stampings Ltd., Bromptonville, Que. 
J. W. Buckell, Panther Rubber Co., Sherbrooke, Que. 
Norman F. Chartier, Wyatt Ave., Sherbrooke, Que. 
James Corfield, J. S. Mitchell & Co., Sherbrooke, Que. 
E. J. Croft, Box 342, Bromptonville, Que. 
Robt. M. Cutts, Canadian Ingersoll Rand Ltd., Sherbrooke, Que. 
Howard J. Moffatt, Hall Machinery of Canada Ltd., Sherbrooke, Que. 
Wm. E. Sutherland, Philip Carey Co. Ltd., Lennoxville, Que. 
Chas. F. Taylor, Canadian Fairbanks-Morse Co. Ltd., Sherbrooke, Que. 
Wm. H. Hall, Canadian Fairbanks-Morse Co. Ltd., Sherbrooke, Que. 
Bernard J. Hopcraft, 97 Dufferin Avenue, Sherbrooke, Que. 
A. R. Hunting, Canadian Ingersoll Rand Ltd., Sherbrooke, Que. 
Albert Hyman, 65 Montreal St., Sherbrooke, .Que. 
Geo. P. Katadotis, Austin Glove Mfg. Co., Sherbrooke, Que. 
Leslie Memory, Superheater Co. Ltd., Lennoxville, Que. 
Douglas J. Millen, 149A London St., Sherbrooke, Que. 
Justin M. Riddle, 11 Walton Ave., Sherbrooke, Que. 
Alfred A. Savage, Canadian Sturdy Chain Co., Sherbrooke, Que. 
R. C. Tate, Julius Kayser & Co. Ltd., Sherbrooke, Que. 
Ernest G. Taylor, 3 Fabre St., Sherbrooke, Que. 
Chas. H. Williams, 36 Walton Ave., Sherbrooke, Que. 
Darrell Bellam, Prospect St., Lennoxville, Que. 
S. LeHurey, Sherbrooke Machineries Ltd., Sherbrooke, Que. 
J. Grundy, Sherbrooke Machineries Ltd., Sherbrooke, Que. 
John G. Roberts, Julius Kayser Co., Sherbrooke, Que. 


Edmonton Chapter 
Charles L. Fife, Dept. of National Revenue, Edmonton 
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NEW MEMBERS 


Fort William-Port Arthur Chapter 
Bruce W. Pow, Brompton Pulp and Paper Co. Ltd., Nipigon, Ont. 


Hamilton Chapter 
C. G. Fraser, Dept. of National Revenue, Hamilton 
Wm. H. Booth, Tuckett Tobacco Co. Ltd., Hamilton 
H. V. Kenerson, Penmans Limited, Paris 
Norman P. Mclsaac, Board of Educaton, Hamilton 
Thomas L. French, Canada Trust Co., Hamilton 


London Chapter 


Russell K. Scott, Canada Culvert Co., London 
David Beatty, M.27 Central Ordinance Depot, London 


Montreal Chapter 
John D. Owen, Northam Warren Ltd., Montreal 
P, H. Belanger, Kraft Food Ltd., Montreal 
Donat Gosselin, 5902 Gouin Blvd., Montreal 
Herbert F. Hardy, 3442 Walkley Ave., Montreal 


Niagara Chapter 


Roy E. Webb, Nufashond Narrow Fabric Co. of Canada Ltd., St. 
Catharines 

John Harvard, Woods Manufacturing Co. Ltd., Welland 

Norman G. Misner, North American Cyanamid Ltd., Niagara Falls 


New Westminster Chapter 
Louis V. Dyer, H. Dyer & Son Ltd., New Westminster 


Ottawa Chapter 


L. P. Larsen, Hydro Electric Power Commission of Ontario, Ottawa 
Graham C. Scharf, National Research Council, Ottawa 


Quebec Chapter 
Paul E. Blouin, Parisian Corset Co. Ltd., Quebec 
Paul Simard, City Hall, Quebec 
Jules Auger, Le Soleil Limitee, Quebec 
Jean M. Minguy, 29 Boulevard Villeneuve, Quebec 
Fernand Bruneau, 124 Laviguer, Quebec 
Michel Motard, 127 Leclerc Ave., Quebec 


Toronto Chapter 
Edmund Ralph, Henry & Son Ltd., Toronto 
Geo. W. Rimmer, Minneapolis-Honeywell Regulator Company Ltd., 
Leaside 
Frank G. Wadge, Coca-Cola Ltd., Toronto 
Walter W. McNicol, Moffats Ltd., Weston, Ont. 


Vancouver Chapter 


Major C. G. Davidson, 3002 Kitchener St., Vancouver 
Eldon E. Sutfin, L. O. McCarter Construction, Vancouver 
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Victoria 
Donald S. MacLean, Victoria Retail Lumber Yard, Victoria 


Windsor 
Cecil H. Close, Chrysler Corp., Windsor 
Harvey G. Darling, Omer W. Cox & Company, Windsor 
Bertram E. Stevens, J. T. Wing & Co., Windsor 
Harold G. Hyatt, Omer W. Cox & Co., Windsor 
Keith R. Lescombe, Omer W. Cox & Co., Windsor 


Non-Resident 
Alec Gallagher, M. R. Chappell Ltd., Sydney, Nova Scotia 
Richard C. Snider, Chiamo Mines, Val D’or, Quebec 





Examination Dates 


The following are the dates set for the Spring examinations: 


Fundamentals of Cost Accounting. ..............cccscsscsseeess Monday, April 28th 
MMC acs cccs socuncnssssckssosoaevansesecessassdivadssieabelosaeasabeasecete Tuesday, April 29th 
Advanced Cost ACCOURGEG <.:5....c5ecccsnscicasesssdsenssosce5ooee Wednesday, April 30th 
ARSE ETN TMINEE BN Ng f50 5 cist skp a) sats vascncssasusihasvsusancsswansoiessiciuaseoents Thursday, May 1st 
Industrial Organization and Management ................0006 Friday, May 2nd 
PBSTAOSS CMU ICHIMEICS. ino c60scssniicinescssdudcoseesassvaceacovsasssayestseds Monday, May 5th 
BBE IMCL ODN ss sce sicevzneesastessarsocoussaseces sarssewesexatens Tuesday, May 6th 


Candidates are reminded that applications for writing examinations 
must be filed by April 1st next accompanied by the prescribed fee. 

Members of Cost & Management Institute can obtain forms from Mr. 
R. R .Herron, 1201 The Royal Bank Building, Montreal, Que. 

Members of The Society of Industrial Accountants of Alberta can ob- 
tain forms from Mr. F. H. Oudgen, R.I.A., 1439-9th St. N.W., Calgary, 
Alberta. 

Members of The Society of Industrial Accountants of British Columbia 
can obtain forms from Mr. C. H. Davis, R.I.A.; 3538 W. 34th Ave., Van- 
couver, B.C. 

Non-Resident Members and Members of Society of Industrial and Cost 
Accountants of Ontario can obtain forms from Mr. J. N. Allan, R.I.A., 66 
King St. E., Hamilton, Ont. 
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Chapter Notes 


BAY OF QUINTE 


The regular monthly meeting of the Society of Industrial and Cost 
Accountants, Bay of Quinte Chapter was held at the Bar-B-Q dining hall 
with 23 members and guests attending, among the latter were a number of 
local insurance agents. 

Mr. J. W. McClellan, the Superintendent of Agencies for Canada 
of the Norwich Union Insurance Society gave a very helpful and interesting 
talk on “Succession Duties, Estate Analysis and Wills.’”’ Mr. McClellan 
illustrated the different rulings as outlined in the Federal and Provincial 
Succession Duties Act. The speaker enlarged upon the many pit-falls in the 
drafting of a will. A long discussion period followed. The speaker was 
introduced by Ray Lennox and thanked by L. A. Pretsell. 


CALGARY 


Mr. A. A. Duffin, Alberta Manager of the Burroughs Adding Machine 
Co. of Canada Ltd., was the guest speaker at our second meeting of the year 
held on January 22nd. His subject was “Machine Accounting” and it need 
hardly be said that the speaker was thoroughly familiar with his subject and 
able to impress the members with its many advantages. 

Hal” Howard was notably absent from the meeting but we under- 
stand he had a good excuse. His wife recently presented him with a baby 
boy and his extra responsibilities kept him from attending. Congratulations, 
“Hale” 


EASTERN TOWNSHIPS 


A. J. Dolbec, C.A., I.C.M.I., Provincial Auditor, presented on be- 
half of the Provincial Council of Cost and Management Institute the charter 
of the newly formed Eastern Townships Chapter, at a meeting at the 
Chateau Frontenac. 

At the dinner preceding the ‘presentation there were at the head table 
with Mr. Delbec, Percy W. Wright, L.C.M.I., and Charles P. Dumas, 
M.C.I., L.C.M.I., both of Montreal, and the following provisional directors 
of the local chapter, W. E. Sutherland, L. Memory, R. M. Cutts, J. C. 
Dagneau, H. J. Moffatt and R. E. Blake. 

Mr. Dolbec urged the members of the new chapter to subscribe fully 
to the aims of the Institute and to visit freely the other chapters of the 
Institute. Reminding them that hey were now members of the parent body, 
The Canadian Society of Cost Accountants and Industrial Engineers, he 
handed over the charetr to J. C. Dagneau, Provisional Chairman. After 
thanking Mr. Dolbec, Mr. Dagneau read the charter aloud. 

As chairman of the Provincial Educational Committee, P. W. Wright 
explained the educational program of the Institute and gave on behalf of his 
committee a set of books on accounting, cost accounting and industrial or- 
ganization and management. The appreciation of this gift of a nucleus for 
the chapter's library was expressed by H. J. Moffatt. 
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Under the chairmanship of C. P. Dumas, ten members were elected 
directors to hold - office until April 30. President, J. C. Dagneau; Vice 
President, H. J. Moffatt; Secretary, Les Memory; Treasurer, R. E. Blake; 
Students’ Advisory Committee Chairman, W. E. Sutherland; Membership 
Committee Chairman, R. M. Cutts; Social and Program Committee Chair- 
man, A. A. Savage; Meeting Committee Chairman, J. Corfield; Publicity 
Committee Chairman, R. C. Tate; Nominating Committee Chairman, E. F. 
Croft. 

R. M. Cutts and his membership committee will be contacting un- 
represented firms in Sherbrooke and the Eastern Townships offering the 
privilege of membership to many who may not have heard of the Canadian 
Society of Cost Accountants and Industrial Engineers or the Eastern Town- 
ships Chapter of Cost and Management Institute. 


EDMONTON 


A successful meeting of the Society of Industrial Accountants of 
Alberta took place on January 27. The evening took the form of a lecture 
by Professor J. D. Campbell, C.A., which is one of the series being given to 
the Society during the winter. Mr. Campbell’s subject for the lecture was 
“The Proprietorship Accounts.” Mr. Lee Dallison acted as Chairman of the 
meeting. 


FORT WILLIAM—PORT ARTHUR 


The monthly meeting of the Fort William-Port Arthur Chapter was 
held on the 24th at 8 p.m., in the Tourist Bureau, Fort William. Seventeen 
members were present and they were addressed by Mr. P. R. Belt, Travelling 
Auditor, Canadian National Railways, who spoke on Railway Accounting. 


KITCHENER 


Some discussions on the status of delegates to the Fort William con- 
ventions to be held in July, took place at the January meeting of Kitchener 
Chapter, held at the Walper House, Kitchener, Wednesday evening, January 
15, with Chairman Mel Walker presiding. 

The chairman was appointed the Chapter’s official delegate and when 
an alernate delegate was suggested, it was pointed out that the delegate to 
the Ontario convention must be an R.I.A. to qualify for official status. 

With the subject, “Business Statistics,” George Munro, branch manager, 
Coca-Cola Ltd., Kitchener, and lecturer at the Waterloo college, revealed 
some interesting data. He stressed the value of statistics and charts in 
plotting business conditions. He said some authorities predict a recession in 
trade and commerce following the present period of high sales and prices. 
Some see a parallel to 1920-21 and a comparative business cycle. 

Chairman Walker presided and Vice-President V. Buchanan introduced 
the speaker. George Egoff, of Galt, tendered the vote of thanks. R. Harri- 
son, of Galt, introduced the guests and Alfred Pautler, of Preston, intro- 
duced the new members, C. V. Smith, of Guelph, and D. Buckley, of 


Kitchener. 
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CHAPTER NOTES 
TORONTO 


The meeting held in the Oak Room on January 22nd, will be remem- 
bered by those attending as one of the most successful meetings held recently. 
Members of the Hamilton Chapter were welcome guests. 

Greetings from His Worship, the Mayor of the City of Toronto were 
expressed by Controller D. A. Balfour and other distinguished guests were: 
H. P. Herington, F.C.A., President, Institute of Chartered Accountants of 
Ontario; G. B. McDonald, C.P.A., 1st Vice-President, Certified Public 
Accountants Association of Ontario; L. A. Inkster, C.G.A., Dominion Presi- 
dent, General Accountants Association; and R. J. Cudney, Deputy Provincial 
Secretary, Province of Ontario. 

The entertainment was followed by a presentation of certificates to the 
successful students by the Dominion President, R. S. M. Ausman, R.I.A. 

The guest speaker, Kris A. Mapp, F.C.A., R.I.A., spoke on “Standards 
of Disclosure in Annual Financial Statements,” and “A Glimpse Into the 
Future of Our Society.” His address was most interesting and inspiring and 
the appreciation of the manner in which he had contributed to the success 
of the meeting was expressed by M. C. Coutts, B.Sc., R.I.A. 


VANCOUVER 


The regular monthly dinner meeting of the Vancouver Chapter, held 
in the Hotel Georgia on January 16th, was a very profitable and enjoyable 
one. There was an attendance of fifty-two members and guests. Mr. R. C. 
Lucas was in the chair and new members were introduced to the gathering. : 

The guest speaker, Mr. C. N. Brennan, former member of the D. M. & 
S., and now Associate Professor at the University of British Columbia, gave 
an address on “Research in Cost Accounting.” As this subject is very dear 
to Mr. Brennan, his talk was particularly stimulating and enlightening. He 
stressed the need for standard terms in cost accounting, with, say, a dic- 
tionary of standard phrases and terminology. As his experience showed, 
there was a great deal of ambiguity in definitions now used. He outlined 
the gigantic field which he considers is open for research in this subject. 
He brought his talk to a close with some excellent comments pointing out 
the need for such immediate research. Mr. Brennan left little room for 
questions as his government nickname of ‘31 point Brennan” stood him in 
good stead. 


Mr. N. Terry thanked the speaker. 


VICTORIA 


The Victoria Chapter had their January meeting on the 16th at the 
Douglas Hotel. 

Member K. R. Genn, R.I.A., spoke on “Balance Sheets”, analyzing the 
different types usually presented and, at the close, answering numerous 
questions. 

This Chapter may resume dinner meetings shortly. 

We expect to be able to report additions to our student membership in 
the near future, our membership Committee Chairman, Mr. J. J. Joyce, hav- 
ing a number of good prospects. 
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WINDSOR 


The regular monthly meeting of the Windsor Chapter of the Society 
of Industrial and Cost Accountants of Ontario was held in the Norton 
Palmer Hotel on January 23rd with 43 members and 9 guests attending. 

The highlight of the evening was the occasion of the annual visit of 
our Dominion President, Mr. R. S. M. Ausman, R.I.A., and our Secretary- 
Manager, Mr. J. N. Allan, R.I.A. 

Mr. Ausman spoke to us on the subject ‘The Industrial Accountant's 
Role in Scientific Management,” pointing out the value to management of 
the Industrial Accountant. The speech was much enjoyed and a hearty vote 
of thanks was extended to the speaker by George Carter. 

Mr. Allan gave details of his western trip and told of the potential 
future of our society and of the new chapters being formed. He also de- 
scribed our educational courses and expressed the hope that many more 
students would enroll for our courses. ; 

The meeting adjourned at 9:20 p.m. after which the visitors were 
entertained informally by the directors and officers of the Chapter. 





Kent County Chapter Formed 


The twenty-second Chapter of the Canadian Society of Cost Accountants 
and Industrial Eingineers was organized at a meeting held in the William 
Pitt Hotel, Chatham, on January 24th. The story of the organization of the 
Kent County Chapter started with a Joint Meeting of the Windsor and 
London Chapters held in Chatham last October and Mr. Frank E. Wood, 
O.B.E., R.L.A., President of the Society of Industrial and Cost Accountants 
was the speaker. Approximately twenty-five guests from Chatham and the 
surrounding district were present at that meeting and it was suggested at 
that time that a Chapter be formed in that city. The Windsor Chapter 
and particularly its members resident in the Chatham area took up the torch 
and as a result a second meeting was held on January 24th. Acting as 
Chairman, Mr. Lyle Patterson of the American Pad and Textile Co. spoke 
enthusiastically of the advantages to the local Industrial Accountants in 
having a Chapter of the Society in Chatham. They introduced Mr. Jack 
Copland, Chairman of the Windsor Chapter, who brought greetings and 
good wishes from his own Chapter. Representing the Canadian Society, the 
Secretary-Manager explained the aims and objects of the Society, its history 
and advantages of membership. The interest of those present was quite evi- 
dent in the discussion which followed and when the Chairman called for a 
motion to form a Chapter, the resolution was unanimously approved. 

The subsequent election of Provisional Officers and Directors resulted 
in the following being elected to office: 

Chairman—Al Cousins, Wallaceburg Brass Co. 

Vice-Chairman—Lyle Patterson, American Pad & Textiles Co. 
Secretary—Ruth Harte, Pioneer Seed Corn Co. 

Directors—William Jordan, R.I.A., Dominion Glass Co. Ltd.; N. G. Wright. 

Since the Chapter would be serving a number of small communities sur- 
rounding the City of Chatham, it was felt that the Chapter should be 
known as the Kent County Chapter. To the Windsor Chapter we say 
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CURRENT LITERATURE DIGEST 


thank-you for the missionary work done in the formation of this new Chapter 
since we know it means a lot to them to lose some very active members. 
To the members of the Kent County Chapter, we say welcome into the Cana- 
dian Society of Cost Accountants and Industrial Engineers and extend our 
very best wishes for a most profitable and pleasant association as a Chapter 
and as a part of the Canadian Society. 


The N.A.C.A. special publication on “A Return to Cost Control’ re- 
views cost changes since 1914, in material, labor and factory overhead to 
TOTAL FACTORY COST. Some of the conclusions mentioned include the 
following: 

There is still a place for job cost accumulations in many industries even 
where standard costs may be desirable as the fundamental cost system. 

In the cost analysis, having determined the appearance and composition 
of the article we are going to manufacture, having obtained our manu- 
facturing personnel, having acquired factory facilities and determined upon 
the process for manufacturing, we now have ideas for controlling the costs 
of production which are as innumerable as the stars and as varied as are the 











Current Literature Digest 


By HAROLD BRICKER, C.G.A., R.LA. 














CONTROL BY FACTORY ACCOUNTANTS 


human beings involved. 

We certainly need to compare the ratio of direct labour to direct 
material, and the ratio of each to indirect manufacturing expense or to the 
total manufacturing cost or price, watching for trends or irregular condi- 
tions, noting the variances from standard for each of these elements of cost. 
The definition of these elements themselves should not be decided so much 
by accounting precedent, practice, or theory, as by the need for controlling 
the cost. 

Direct labor cost trends and direct material cost trends per unit justify 
review. In many industries this review might well be based on total costs, 
including variances, where the standard cost system is in use. A current re- 
view of variances may not always tell the whole story, no matter how care- 
fully the standard cost system is planned and kept in step with current 
factory changes. 

A poorly-designed product can seldom be sold at a profit with the best 
planned cost control procedure working effectively in the factory. The fac- 
tory accountant’s service to the design engineer is, therefore, one of his 
major opportunities for controlling cost. 

There is no broad road to be followed in the control of costs that pile 
up with each factory transaction or operation. Standards may represent a 
highway that may be followed from the beginning to the end, but to cover 
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CURRENT LITERATURE DIGEST 


all the ground between, the side roads must be taken in, and many of them 
are neither well travelled or well marked. 


FUNDAMENTAL REQUIREMENTS IN COST INSTALLATION 


The N.A.C.A. bulletin issued for “developing basic cost information for 
material and labour’, gives this interesting summarization. 

Cost accounting is a means to an end, and not an end in itself. Ac- 
cordingly, any study of the field of cost accounting should start with a study 
of the ends to be served,—the uses to be made of the cost data. Only by 
clearly describing and relating the various purposes for which the costs are 
to be used is it possible to determine the types of cost data needed for each 
purpose and the principles and techniques which should govern their 
development. 

Costs are used for a variety of purposes, and the same cost data cannot 
serve all purposes equally well. Many of the apparent differences of opinion 
among. cost accountants are not fundamental but arise from the failure to 
recognize that cost data as prepared for one purpose may not be appropriate 
for other purposes. 

Cost accounting involves both analysis and synthesis. It involves break- 
ing down the stream of costs into its elements and the grouping of these 
various elements into the combinations best suited to the purpose at hand. 
In these processes numerous bases for classification are used. Different 
combinations of cost elements are necessary to answer properly the various 
questions which involve the use of cost data. A prerequisite to proper 
combination is a sufficiently detailed classification of costs as they arise. 

There are a few fundamental requirements for a successful cost in- 
stallation. 

1. The system should be suitable for the particular industry in which 
it is to be used. 

2. It should cover completely all the detail phases of cost, including 
standard allowances for labor, material, and burden, and standard rates and 
prices for these factors. 

3. The layout of the system should be completely co-ordinated in all the 
details with the manufacturing operations. 

4, It should provide for the collection of costs in such a manner that 
they are charged to the person directly responsible for controlling them. 

5. The system, and the reports arising from it, should be clearly under- 
standable-both to the cost accountants who operate it, and to the operating 
executives who use the reports. 

Failure to observe these fundamental requirements usually results in 
the cost accountant and his cost system NOT attaining their proper place in 
the management of the business. 
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PROFESSIONAL ETHICS 


The Federal Accountant (Australia) has published for the information 
of its members the regulations regarding Advertising, on the part of its 
members. While we cannot claim the general observance of these conditions, 
it is interesting to note the limitations set down. 


The essential direction is, ‘No member of the Institute shall advertise.” 
The conditional cases are covered in: Nothing in sub-clause (a) hereof shall 
prohibit advertisements notifying the following: 

1. His name and qualifications by sign plate or sign writing upon his 
business premises and/ or private residence. 


2. Commencement of Practice. 

3. Alteration of address. 

4. Admission or retirement of Partners. 
5. Resumption of Practice. 


Provided that such advertisements are simple, direct and without display 
of any kind, and that the publication thereof except in the case of (1.) of 
this sub-clause is limited to a period of three calendar months. 


‘and the decision of the board shall be final and conclusive.” 
The comment states: 


Many of our younger members feel that the restriction on advertising 
acts unfairly toward them, particularly when they are endeavouring to estab- 
lish a practice or connection. However, it will be readily appreciated that 
if indiscriminate advertising were allowed larger organizations could afford 
to spend considerably more than the young practitioner, and any advertising 
that he may do would have little effect against that which could be done by 
his established competitors. 


“ETHICS” is not entirely a lost word in the Accounting Profession. 





Personals 


It has been announced that Mr. F. E. Wood, O.B.E., R.I.A., who has 
been Director of the Cost Inspection Division, Office of the Comptroller of 
the Treasury for the Dominion Government, since its inception March Ist, 
1940, and responsible for all audits of war contracts in Canada, has resigned 
from the Government Service, in order to join the staff of the Marathon 
Paper Mills of Canada Limited. 


Mr. Wood is also President for the current year, of The Society of 
Industrial and Cost Accountants of Ontario; a Director of the Canadian 
Society of Cost Accountants and Industrial Engineers, and a Charter Member 
of the Toronto Chapter. 


We congratulate Mr. Wood on his new appointment as Treasurer and 
take great pleasure in extending to him our best wishes for his success in his 
new endeavour. 
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COST AND MANAGEMENT 


Advertising—Its Costs —A Challenge 


to Management 
By HAROLD E, STEPHENSON 


Advertising Manager—The Canada Starch Company Limited 
An Address Delivered Before the Montreal Chapter 


In introducing a talk dealing with the subject of advertising, I under- 
stand it is customary to point out that advertising is 15% commission and 
85% confusion. Just in case any agency men happen to be present tonight, 
I can assure them that I have no intention of interfering with or suggesting 
any change in the 15% commission. I will, however, make an effort to 
pierce any alleged veil of confusion which cloaks the practice of advertising 
and shall attempt to point out in general terms how advertising operates, 
why it operates, what its function is in our society and what the future 
holds for it. 

My reference just now to the confusion which exists in advertising was 
of course facetious. I can see, however, that advertising as a field of en- 
deavour could be most confusing to some person who is not steeped in the 
tradition and practice of this large and complex adjunct of modern business 
methods. A dictionary might define the word “advertise” as meaning... to 
notify... warn... inform... make generally known. Such an under- 
taking would, as you can see, embrace a wide range of activity and require 
many kinds of talent. As a consequence the methods used to advertise 
various products and ideas are so varied that they almost defy definition or 
classification. 

I will illustrate this point by the story of the two men who were adver- 
tising Joe's Beanery by walking up and down a block. They were encased 
in sandwich boards which said “Eat at Joe’s.”” In the course of their patrol 
they observed a limousine rolling by and one of the chaps remarked to the 
other: ‘This business is funny! See that guy who just went by in his big 
car? He and I started in advertising together. Now he’s the head of a big 
agency and I’m still advertising with sandwich boards.” As a matter of fact, 
both men were in advertising, but I am afraid I would be accused of being 
somewhat confused in my own mind if I were to tell you that both men 
had the same job. Without dwelling on the subject, we can assume that 
there is in this field a vast variety of different jobs all related to the practice 
of advertising. 


How Old Is Advertising? 


Advertising is not new. When archaeologists started digging into the 
ruins of ancient Pompeii, they discovered scratches on the walls by the 
market place a huge sign which said, ‘Don’t vote for Marcus Brutus—he is 
a bum. Vote for Marius Satanus—the people's friend.” To be frank about 
it, gentlemen, I probably misquoted the signs that were found in Pompeii, 
but archaeologists most certainly did find advertising of this kind on the 
walls of the ruined city; and they found similar signs on the walls of long 
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forgotten and buried cities of Egypt. So, we can assume that advertising is 
probably almost as old as the human race. 

The form of advertising down through the ages varied only slightly 
until the advent of the printing press which introduced the more formal, 
announcement-type of ads. Then a few centuries after the printing press, 
along about the middle of the 19th century, advertising got a shot in the 
arm and for the next half century it followed a course which was always 
interesting, but not always sound or tasteful. 

(I recall somewhere seeing an advertisement that was produced back 
about the Gay ‘Nineties when the detective magazine was creating on this 
continent an intense interest in the activities of fictional sleuths. The ad 
showed a picture of a murdered man lying in the snow in sub-zero weather. 
The detective was studying the layout and remarked: “This is a queer case. 
The man has obviously been dead for hours, yet his feet are still warm.” 
The advertisement, by the way was designed to sell a particular type of shoe, 
guaranteed to keep your feet warm under all circumstances. 


Before discussing the operations of agencies which first appeared in the 
United States almost a century ago, I would like to mention the Audit Bureau 
of Circulations which is an important instrument in modern advertising. 
The importance of this bureau lies in the fact that the bulk of advertising 
was and still is done in newspapers and magazines. Recently of course radio 
has become an important advertising channel. The function of the bureau 
is to audit circulation figures of publications and in this manner make it 
possible for the advertiser to be certain of the circulation given to the 
publication carrying his ad. This was not always possible before the Bureau 
came into existence. These circulation figures also enabie an advertiser to 
estimate the number of readers likely to se his ad, thereby giving him an 
indication of what the advertisement is worth to him in dollars and cents. 
This step along with a few others put advertising on the business basis on 
which it operates today. 


Many years before this time the agency came into existence. The popular 
story behind the origin of the advertising agent is that he went to an ad- 
vertiser and said: “Let me write your advertising story. I am doing it all the 
time. I'm good at it. You're doing it only part of the time and therefore 
are probably not as good at it as I am.” Fundamentally, this form of think- 
ing still exists and within limits is entirely accurate. The big advertiser to- 
day normally places his advertising through an agency. The agency possesses 
an abundance of writing talent, artistic talent, creative talent, statistical 
men, Research Departments and mechanical help. It can afford to do this, 
because it is doing a tremendous volume of advertising work and therefore 
can support a staff of specialists of this kind. To the private advertiser, 
advertising is only a small phase of this business and he is normally unable 
or unlikely to obtain facilities which will compare with those available 
through an advertising agency. Rather he will place his account with the 
agency which, because it handles many other accounts, can obtain this talent 
and training. The agency obtains from publications a 15% discount for the 
space it buys. This is normally the income for the agency. Such a discount 
is not available to the direct advertiser. In other words, the advertiser can 
operate through an agency with no direct cost to himself. Meanwhile he 
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gets better service, talent and advice than he would by dealing directly with 
the publications involved and saves much time as well. This is just a general 
pattern of an advertising operation today. The advertiser sets out the broad 
policies—including the budget. The agency develops and places the ads, 
pays the paper or radio and is paid in turn by the advertiser. 


Basis of Discussion 

Periodically some individual writes a thesis in which the basic theory 
of the usefulness of advertising is challenged. Usually such ideas are 
promptly refuted by an authority on the opposing side, but no one has ever 
quite settled the problem. I don’t propose tonight to launch into any dis- 
cussion on the pros and cons of advertising as an influence for good in the 
world. In fact I am inclined to think such arguments are luxuries to be 
enjoyed by those not intensely interested in the somewhat serious business 
of making a living. As an advertising man and one who believes in adver- 
tising, my remarks should be read against the practice as it applies to the 
kind of society and the kind of economic structure in which we live. 

It seems to me something of a waste of time to debate the question of 
whether or not the Air Force did more than the Infantry to win the war. 
Both were necessary—along with a lot of other things. Both shared in the 
final result. Any attempt to analyse their share on a mathematical basis is 
not likely to accomplish much. 

In discussing advertising in Canada today it will gain us nothing to 
discuss its possibilities under any system other than our own. Our system 
of business assumes that competition is the life of trade; that trade is the 
life of the economic structure; that the economic structure is important in 
the lives of people. The advantages of this system are so obvious that it is 
likely to remain with us for some time to come. It has produced outstand- 
ing results from the point of view of technical, scientific and educational 
developments and has led to a high standard of national well-being which, 
measured against the lives lived in other lands, makes us look like very 
fortunate people indeed. Our consideration at the moment then is the place 
of advertising in this system. That it has a place in this system has been 
all too well established and needs no discussion at this time. It is part and 
parcel of our way of doing business, and as this way of doing business has 
produced a lot of good results, it is likely to retain its component parts. 
The Dangers of Not Advertising 

At the risk of being accused of taking a negative approach I would like 
to refer for 2 moment to the dangers of not advertising. Keeping in mind 
that we live in a highly competitive world in which old ideas, products and 
methods are constantly being challenged by new ideas, new products and 
new methods, this factor becomes extremely important. We are often told 
that if you build a better mousetrap the world will beat a path to your door. 
This is a dangerous state of mind for the world in which we live. In our 
society you may build the best mousetrap in existence but if people don’t 
know about it the only path they will build to your door, is the one they 
make when they come to lay you away after you die of starvation. People 
will not beat a path to anybody’s door for any product, unless they know 
about that product. The process of making that product known is called 
advertising. In one way or another, people are constantly advertising them- 
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selves, their products, their business. The man who says, “I do not adver- 
tise,” usually means without knowing, “I advertise very badly.” Arthur 
Brisbane, the late great columnist once summed this up nicely when he said 
‘A man who can find nothing to advertise in his business, should advertise it 
for sale.” In the competitive world in which we live, such a course would 
be wise indeed. 
Contribution of Advertising 

Without attempting to debate the effectiveness of advertising in sus- 
taining and improving the level of business and standards of living, let us 
look at a few facts. A half century ago the automobile was considered by 
many to be a passing fancy. The automobile industries have always been 
big advertisers—and there are a lot of automobiles on the road today. 

It is a little more than half a century ago when the first typewriter 
was invented. It was not welcomed with open arms in all quarters—in fact 
many predicted that it would never catch on. There are a lot of typewriters 
in use today. 

When the first radio came on the market many people raised their eye- 
brows at the makers, and took a very dim view of the future of this gadget. 
But radios are pretty numerous today. And so we could go on with the list. 
As I said it might be difficult to put your finger on the exact contribution of 
advertising to the success of these and many other items but we do know 
this about them. Advertising was used steadily for years in an effort to in- 
crease their sales. Their sales increased steadily and rapidly. 

Let us look for a moment at the matter of prices. Occasionally it is 
said that advertising increases costs—that the amount of money spent on 
advertising must be added to the selling price of the product. This country 
has, time and again, proved that a great part of its national strength lies in 
its ability to use mass production methods successfully. Mass production 
necessitates sales—without sales to conumers mass production is an im- 
possibility. And mass production has always eucceeded in lowering prices; 
in making more and more good available to greater and greater numbers of 
people. And advertising is the force which stimulates sales to make mass 
production possible. 

Here are a few examples: Back in 1890 you could buy a camera for 
about $25.00. In 1940 you could buy a similar camera for $1.00; back in 
1907 you would pay $1.75 for an electric light bulb; today you might buy 
the same bulb for 10 to 25 cents. Back in 1907 you would pay 35 to 50 cents 
for a spool of adhesive tape; today you get much the same spool for one third 
the price. In 1910 when you went to buy a tire for your car—if you could 
afford a car—you paid about $35.00 for it; in 1941 you could buy a much 
better tire for around $15.00. In 1921 you could buy a frigidaire for $750.00. 
Twenty years later you could buy a better machine for one fourth the price. 
In 1926 a popular make of radio sold for about $175.00 but 15 years later 
you could buy a machine for around $15.00. 

A complete list of examples in support of this record would require 
months of research and hours of telling. In nearly all cases you would find 
the same sequence of events. The commodity or product was developed. It 
went into production at a given selling price. Advertising supported sales. 
Sales increased. Production increased—and the selling price fell. In this 
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sequence alone we have what I believe to be the answer to those who 
might claim that advertising is an unnecessary expense which increases costs 
to the consumer. The answer is that it hasn't done that. It has decreased the 
cost to the consumer. : 


Advertising Makes Jobs 

If we accept the premise that advertising is a stimulus to sales—and on 
the evidence, I think we can—we come to another important function of 
advertising in our society. That is the creation of jobs. In the natural se- 
quence of cause and effect we find in our business operations that the product 
must be made before it is sold; the sales must continue if the producer 
expects to continue production. So the more sales there are, the more pro- 
duction there must be. And both sales and production, when interpreted in 
terms of human beings—mean jobs. Every time a consumer buys a new car 
—or chesterfield—or refrigerator, he is making possible a job for the man 
who makes it, as well as the man who sells it. As a stimulus to sales and 
a support of the Sales Department, advertising then, indirectly but most 
effectively, is a force which in the long run creates jobs. 

On this point it may be said that strenuous advertising of one product 
might put a competitive product out of business—thus decreasing the num- 
ber of available jobs making the product. The answer to this is, I think, rela- 
tively simple. This has not been the history of the country. With the ex- 
ception of short periods the amount of goods available to the public has 
risen steadily while the price of a great many things has fallen steadily. 

Speaking of advertising as a vital and useful force in society there is 
one observation I would like to make, which is that advertising, if it is to do 
its job properly, must be governed by a high standard of principles or code 
of ethics. In time this fact becomes apparent, of course, to any advertiser 
since without confidence a product cannot survive. As a result honesty and 
usefulness must be a basic policy in any sound advertising program. And 
starting from this premise advertising must, of course, be an educational 
force. 

At this time too there is one thought which I should like to put on 
record. In this day and age we hear a great deal about the merits of a free 
press. We hear it said that other countries, particularly in Europe and Asia, 
could advance the interests of their people tremendously by the¢development 
of a free press based on the Canadian or American pattern. Although our 
own papers may fall short of perfection, which in fact they do, they are 
still recognized throughout the world as good examples of a free press. How 
would they operate without advertising? The record of those countries 
where the press is not widely supported by competitive advertising will 
answer that question. 

In this world newspapers like any other form of business, cannot oper- 
ate without revenue. Advertising is the largest source of revenue for news- 
papers and most other publications. Without advertising the press can 
scarcely exist—much less be free. With advertising it can exist and it can be 
free from undue restraint. In my opinion, the freedom of a nation’s press is 
often gauged by the extent and variety of the advertising done within the 
particular country. And I think we can agree that a free press is rather 
important in the world. 
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When we consider that a metropolitan newspaper costs $40. a year to 
produce and will be sold for $8.; that a magazine which costs 40c to pro- ! 
duce would be sold for 10c and one that costs 25¢ to produce will be sold 
for 5c, you have an indication of what advertising means to the press and 
consequently to the readers in this country. 







An Example 


So far we have been talking in fairly general terms about advertising, its 
operation and place in our economy. With your permission I would like to 
tell a little story which will outline a practical and typical function of ad- 
vertising. The story concerns three young married couples, who were 
good neighbours and good friends. Louise was married to Tyler, Lois to 
Bud and Marjorie to Art. These three couples saw a lot of each other and 
when they were together usually enjoyed a dish of fudge made by Louise. 
In fact Louise’s fudge was so good that the expression “as good as Louise's 
fudge’ came to indicate that the subject under discussion was approaching 
perfection. One day a friend asked Louise as a special favour to her to make 
a 5-pound box of fudge for some special purpose. Louise made the fudge 
and her friend insisted on paying for it, over Louise’s protests. That night 
Louise was talking to Art about the matter and Art said, “Why don’t we go 
into the candy business?” To make a long story short, the three couples de- 
cided to go into the business. Louise and Art were making the candy, Tyler 
was business manager and purchasing agent and Bud took on the sales 
manager's job—everything of course on a part time basis. Two months later 
they were in business. Bud had gone out and hired some high school students 
to work as a sales staff. His method of selling was not particularly new. 
A student would approach a house, ring the doorbell and present a sample 
containing two pieces of Louise’s fudge in a neat little envelope to the lady 
of the house. The selling talk was ‘I’m not here to sell anything. This is a 
sample of the fudge our company makes. We think it is good. Won't you 
try it? If you like it you will find it for sale at the drugstore down at the 
corner.” Meanwhile, of course, Bud had arranged for the drugstore to 
handle the candy. 

Six months later Art, Bud and Tyler all quit their former jobs and were 
giving full time to Louise’s fudge. Bud was travelling all over the state 
directing crews of sample salesmen. Business was booming! Meanwhile, 
Bud was doing a little serious thinking. It took a tremendous amount of 
effort to contact, train and handle the sample salesmen. Furthermore, it took 
a lot of samples. He began to wonder if there wasn’t a cheaper way of dis- 
tributing the samples and as you probably guessed when I began this story, 
his thoughts turned to advertising—to advertising which would act as a 
substitute for the samples which the student salesmen had been delivering 
to householders. In other words, the advertising had to be so good that 
it conveyed an impression that was very close to a sample. Such an advertising 
campaign was launched and succeeded. As far as I know, Louise’s fudge is 
still a rather successful concern producing good candy. But much of the 
work formerly done by salesmen is now done through advertising. 














































Let us look for a moment at the wisdom shown by these enterprising 
couples in their efforts to sell fudge. A full page ad in an average metro- 
politan newspaper will cost in the neighbourhood of $550. This may seem 
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like a lot of money, but this newspaper, if it is an average one, will go into 
more than 100,000 homes with a possible all-over readership — on the basis 
of 5 members to each family—of a half a million people. If only 10% of the 
people who may see the paper will read this particular ad it still means 
that 50,000 people have seen the message. This means that it costs the 
company about Ic to place its message before the people who saw it. It is 
a little difficult to determine the actual readership of a magazine, but 
suppose for example the company had wanted to put a full page four-colour 
ad in a national Canadian magazine. Such an ad would cost more than 
$1,800. but would go to more than 275,000 homes. In other words the mes- 
sage goes into the home at a cost of two thirds of a cent to the manufac- 
turer. These are Canadian figures. 

This story is typical of the history of many companies and their ad- 
vertising effort and it points to a rather important principle affecting all 
advertising; that is, the profits to a company making many commodities 
come from repeat sales. Advertising can serve as the sample salesman which 
impells an individual to want to buy the product. From that point forward 
the product is on its own. Its own goodness and quality must assure repeat 
sales. Because this is one thing that advertising cannot do. If the product 
cannot meet competitive standards, people will find it out very quickly in 
spite of anything that advertising men could do. 

In this field it will be seen that advertising is an assistant to a sales- 
man and will in effect make many of the preliminary calls that a salesman 
would have to make if his product were not supported by advertising. 

I would like to be able to quote statistics to you, gentlemen—because 
I am sure you are fond of them, but unfortunately there are a tremendous 
number of conditioning factors surrounding all advertising efforts which 
makes it extremely difficult to obtain blanket figures on any particular phase 
of operation. The effectiveness of advertising is something that very largely 
must be measured in trends rather than figures. 

You might, however, be interested in the fact that in the 25 years before 
the war, advertising expenditures averaged approximately 4% of the na- 
tional income. A 1938 figure issued by The Better Business Bureau esti- 
mated that 950 million dollars per year went into advertising expenditures 
in Canada and the United States. ; 

A question which is frequently asked is . . . “what is a logical ratio of 
advertising expenditure to total sales?’’ There is no precise answer to such 
a question because it depends to a large degree on the type of product that 
is being marketed. I will, however, give you a figure which I noticed some 
time ago in the study of the economic affects of advertising made by Neil 
H. Bordon of the Harvard Graduate School of Business. This figure in itself 
is subject to many conditions; but it is said that for the year 1935 for ex- 
ample, advertising expenditure amounted to 1.4% of the total sales volume 
of businesses using an appreciable quantity of advertising. The figure for all 
types of business, including those which did practically no advertising, was 
much lower. 

Another question which is frequently asked is . . . “what might be the 
normal ratio of advertising and sales promotion expenditure to total selling 
cost?” Once again there is no cut and dried answer, because marketing 
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methods differ for different products. I have seen figures, for example 
automobiles, which shows advertising and sales promotion at 3.99% of the 
total sales, while total direct selling costs were 12.85%. In the same list, for 
radio equipment and supplies, advertising and sales promotion represented 
5.33% of total sales. In the same year a total of 18.36% of total sales 
revenue was used in advertising and promoting drugs and toilet articles, 
while 11.31% total sales revenue went into direct selling costs. In general, 
however, the wages of salesmen, travelling and other costs attending per- 
sona! selling efforts on the part of manufacturers, wholesalers and retailers 
are normally several times as large as the outlay chargeable to advertising. 

Coming down to more specific cases, recent surveys show rather inter- 
esting figures. For example, the advertising cost of promoting a popular 
brand of bread costs less than the wrapper used to keep it clean. The adver- 
tising cost for a popular brand of $2.00 shirt would be approximately 
three fourths of a cent each. It costs one fifth of a cent to advertise a well 
known brand of soap selling at less than 10c a cake. A few years ago one 
particular company was spending three tenths of a cent for advertising for 
each package of 15c cereal it sold. When the figures are reduced in this 
manner although tremendous amounts of money are spent on advertising 
the actual expense in itself is a small fraction of the selling price. Suppose 
the manufacturer decided not to spend this advertising money? Almost cer- 
tainly the result would be that the cost to the consumer would go up be- 
cause the manufacturers selling cost would immediately go up. 

In attempting to measure the effectiveness of advertising in modern 
society, it is necessary to consider certain fundamental, essential and eco- 
nomic conditions. For example it would take more than advertising to con- 
vince you men that you should come down to work all winter in Montreal, 
clad in a tropical worsted suit. Such a campaign would not sell many 
suits in a normal Montreal January. In other words, if the article being 
sold is incompatible with the conditions in which we live, advertising will 
not be an effective force. If, however, the product being marketed is com- 
patible with the conditions, then advertising can be a tremendous force for 
good in the country. It will speed up the demand; it will facilitate the 
expansion of a market; it will facilitate business and mechanical develop- 
ment; it will assist in the reduction of production costs; it will-lead to lower 
prices; it will tend to improve the quality and range of merchandise offered 
to consumers. In other words, advertising when properly handled and 
properly directed is a tremendous force for good and for prosperity, par- 
ticularly in an expanding market. These are considerations which business 
men should weigh most seriously when contemplating any reduction in 
the advertising budget which in effect means a reduction in selling effort 
and may lead ultimately to reduced sales. In my opinion, about the worst 
way of trying to cure a depression is through cutting advertising appropria- 
tions. 

This is one of the reasons of course why manufacturers are so anxious 
to have the government reduce taxes to enable them to build up a reserve 
for advertising purposes. They see in depleted reserve a threat to the 
continuity of employment, since they are not possessed of the cash funds 
necessary to fight falling sales with increased advertising effort. When the 
sales drop, of course jobs drop. Manufacturers are naturally intensely 


63 











COST AND MANAGEMENT 


anxious to have employment steady at a high level and therefore are eager 
to have the government reduce taxes to enable them to possess the means 
to do everything possible to sustain high level of sales and employment. 

Gentlemen, there are two large problems facing business men today. 
One is the successful transfer of armed forces to civilian occupations. A 
transfer which will require jobs. Coupled with this is the necessity of main- 
taining in this country a high level of employment and free enterprise. This 
is the basis for what we know as prosperity in Canada. The second problem 
which faces us today is that of explaining and interpreting the advantages 
of our business system to the growing number of Canadians who are frankly 
challenging the efficiency of our present method of business. This challenge 
is strong and must be met or the trend to the left will continue with danger- 
ous rapidity. In both these problems, advertising can be a most useful instru- 
ment for a business executive. Advertising can, as I have pointed out, lend 
assistance to the sale of products, the creation of jobs and thereby indirectly 
but most effectively assist in the maintenance of high level employment 
which is a matter of supreme importance to Canada. 

There is another manner in which advertising can help. During the 
war when many companies wished to keep their name in front of the 
people, but did not wish to encourage requests for products they could not 
supply, advertising took on an educational tone. The effectiveness of this 
type of advertising was in many instances most striking. And this is the 
second challenge which advertising offers to industry—opportunity to use 
its war-proved strength ‘as an interpreter of ideas, as a means of building 
a greater Canada which will travel the road of prosperity, free from ideologi- 
cal clashes and offering opportunities and rewards for talent, skill and 
effort. 





Reduction of Plant Expenses 


On converting the industry to peace time production, the reduction of 
plant expense was firmly impressed upon the superintendents and through 
them to the plant clerical staff. The verbal instruction inferred that the 
general plant expense could not be more than the budget figure. 


When the controller was reviewing the operating statement at the end 
of the month, it was noted that general factory expense was within the 
budget figure but that there was another account set up as “Other Expense.” 
On receiving the analysis of the new account it was learned that the items 
in the new account were the same as those in the general factory expense 
account. For further information the factory clerk was brought in and on 
being questioned regarding the new account stated: “The superintendent 
told me that the General Factory expense must be kept below the budget 
figure. So, when we came close to the budget figure, I opened the other 
account and charged the rest of the expense to that account so we could 
keep under the budget figure.” 
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How to Succed in a Small Business 


(By GORDON ARMSTRONG, Secretary-Treasurer, B. F. Goodrich Rubber 
Co. of Canada, Kitchener) 


I have always been very much interested in “How to succeed in a small 
business.” This has been a selfish interest because of my position as Treas- 
urer of B. F. Goodrich. In that capacity the broad supervision of credit 
policies comes under my department with the result I must know something 
about “what makes a small business successful,” and be able to quickly 
recognize weaknesses in order that we may contribute something to its 
improvement. 

When I speak about ‘‘small business’ I refer primarily to a retail busi- 
ness doing a volume of say $25,000 to $250,000 a year. 

Again, I am more familiar with the retail automotive supply business 
and the retail footwear business than any other commodity because of being 
closely associated with this class of business for many years. However, the 
same business principles apply to any type of retail business irrespective of 
the commodity. 

Economic activity in our capitalistic system is based upon the existence 
of a tremendous number of medium and small business enterprises. They 
perform functions and services that are not duplicated elsewhere in our 
economy, and in so doing provide distinctive values in our democratic way 
of life. For example, they perform special services for the consumer, thus 
supplementing and rounding out the production methods of big business. 

Secondly, they compete in many fields with the large corporation, the 
most impressive present day example being provided in the transportation 
field, 

Thirdly, they provide support for a considerable part of our population 
and in the fourth place, the only way to obtain distribution of many com- 
modities in rural and sparsely settled communities is through small business 
establishments. 

Freedom in the economic world of our democracy is based upon the 
existence of a steady flow of business enterprisé into and out of this group, 
the liquidation of many concerns each year as they are unsuccessful, as 
owners die, voluntary liquidation, sell their assets, retire, or move to some 
new location. These changes constantly occur and must be followed very 
carefully by our credit division having several thousands of such accounts 
on our books. 

The continuing successful operation of a business for example, is predi- 
cated by far-seeing management upon the premise that one must always be 
prepared for the unexpected. Managements that are prepared for any 
possible change in conditions that is, a material drop in sales, a sudden drop 
in prices, competition from new basic products, are the real leaders in small 
business enterprise. As a matter of fact, these same factors apply to big 
business as well. 

There has been a theory on the part of depression economists that small 
business enterprises never again would grow from re-invested earnings,— 
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income taxes were too high, yet the rapidity of the turn-over of tangible net 
worth outran all preconceived ideas in the world of business affairs during 
the past four or five years. The result is that we find from 1940 through 1944 
the percent of increase in net tangible worth of small business increased 
about 37 percent. 

There is no doubt that federal taxation is high and will continue to be 
high for some time to come. We must reconcile ourselves to the fact that 
room for tax reduction at this time is limited—the cost of a total war effort 
cannot be liquidated over night. 

There is no doubt too, that business, large, medium and small cannot 
grow as rapidly under the federal tax load of today and tomorrow. Such 
an obvious assertion, however, does not mean that a small business cannot 
earn reasonable profits providing aggressive managements in an incentive 
economy find the way to succeed. Even in the depth of the depression in 
1932 there were small business concerns in most lines of activity that 
earned satisfactory profits, while competing concerns under less capable 
management operated at substantial losses, and in thousands of cases went 
out of business entirely. 

So much for the background of small business in our present day 
economy. 

Splendid opportunities in thousands of communities are available to 
ambitious men who would like to establish a business. A man’s individual 
qualifications, personal inclinations and capital for investment will be the 
principal factors in deciding upon the type of business to establish. 

There are no tricks in successful retailing, no magic key to assure 
profits, but there are fundamental factors that must be carefully considered. 

For example, PERSONALITY, EXPERIENCE, LOCATION, CAPITAL, 
STORE LAYOUT, EQUIPMENT, STOCK, SELLING, EMPLOYEES, 
RECORDS, CREDITS, COLLECTIONS, EXPENSE, PROFITS and TAXES. 

Experience and intelligence in management generally are the prime 
success factors in any business. 

The man going into business must become familiar with every kind of 
activity that business calls for. If he has not had previous experience it is 
advisable to get a job with a progressive retailer so that he can perform the 
tasks and gain knowledge of the needs for successful business operations. 
The suppliers will provide much valuable help in management suggestions 
and the sales promotion materials. However, in the final analysis, the degree 
of business success depends largely on personal ability, hard work and 
enthusiasm to make the most of every opportunity: 


Consider the Location of the Business 

A location may have many factors in its favour and still be undesirable 
because of some one reason which would nullify all its attractive possibilities. 

To be considered also are the advantages of locating in the outlying 
section of a city or town as compared to downtown. First of all, select the 
city or town which is not overcrowded with the particular type of business in 
which you are interested, preferably a place where you have friends and 
acquaintances. Of course, the class of merchandise to be sold has a very 
definite bearing on location. Rental should not exceed 3% of total net 
retail sales. 
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What Is the Potential Business in the Community? 

You must determine the potential of the community and the share of 
that potential you are justly entitled to, based upon other competitive re- 
tailers of the same class of business in that community. 

What Are Competitive Conditions? 

A survey of all other like retailers catering to business in the area in 
which you intend to locate will disclose the competitive situation. It will 
reveal how big a share of the total available business, good planning and 
aggressive selling will bring. 

Some people will pick a location where there is little or no competition. 
Others will prefer a location near to established retailers in the belief that 
the combined pulling power will attract more customers. Both types of loca- 
tions have been successful, but the man going into business must determine 
which class of business he wants to go after. In the final analysis the sound 
planning and aggressiveness of the retailer will determine the share of 
business he obtains. 

Consider What Investment the Business Will Require 

The investment required to establish and operate a successful business 
will vary on account of the class of merchandise handled. Therefore it is very 
important in laying basic plans to know in advance approximately the 
amount of business that can be done, the profit that can be made, the inven- 
tory that must be carried, the credit that will be extended and the ability to 
provide a good sales room, adequate tools and equipment, aggressive ad- 
vertising and capable employees. It will require most retail business from 
20% to 30% of yearly net sales for proper financing. 

It is impractical to cut investment corners on any of these capital needs, 
for without adequate inventory and a free rein on sound credit extension, 
the selling capacity of a fine sales room and aggressive sales program cannot 
be fully utilized. Likewise an unduly large inventory and generous accounts 
receivable financing cannot be turned into a profit without sales facilities 
and personnel to push them to their limits. It is the turnover of inventory 
and accounts receivable that produces profits. 

Now the next important point in starting and in fact, continuing to 
operate a successful retail business, is the setting down on paper of a pro- 
jected budget of sales and expenses for the financial period just ahead. This 
is particularly important in starting a new business, because if we do not 
have a good idea of the potential volume that we may expect in a certain 
location, it is impossible to gauge with reasonable accuracy working capital 
required, size and type of location, number of employees and so on. In our 
own retail store division (and the same principal applies) we set up a budget 
one year in advance and then break that down on a monthly basis. At the 
commencement of business these figures may be somewhat inaccurate, but 
as we go along we improve our projections by actual experience and thus 
can better anticipate what a future year’s business will amount to. 

We break down our sales into passenger car units new, truck and bus 
casings new, farm service tires new. If we have a Recap department in the 
store, we try and estimate the number of units that*will be sold to dealers 
and the number of units sold to the consumer. We include new tubes, new 
batteries, used casings, and if we have a gasoline set-up, we include the 
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number of gallons of gasoline, the number of gallons of oil and the number 
of lubrication jobs. If we are handling miscellaneous merchandise such as 
auto and home radios, bicycles, refrigerators, washers and ironers, these 
figures are also included. While this latter class of merchanise is in short 
supply presently, it does fit in very well in our type of retail business be- 
cause, as you know, while we are primarily in the rubber business and our 
main objective is to sell the products of our own manufacture, in order to 
level out our sales volume and thus help to carry our operating expenses, 
we have found it profitable to handle certain allied lines. 

Prior to 1941 we did a very substantial volume of time payment business 
and as soon as rubber and allied lines are in greater supply, we anticipate 
getting back into the time payment business in a rather substantial way. 
I will very briefly review time payment selling a little later in my talk. 

Now, let’s consider for a moment our operating expenses. Naturally, 
our operating expenses must be estimated to a point that will leave a rea- 
sonable operating profit. In my opinion that objective should be 10%. 
However, it takes mighty good management to operate a chain of automotive 
accessory stores with allied lines, and reach that cbjective. Probably a more 
actual result will be from 5% to 744%, because unfortunately the gross 
profit in our lines is not too high and we have to depend upon substantial 
turn-over to make a reasonable showing. 

This brings us to the question of number of employees required. Our 
records indicate that we should have $1,000 to $1,500 per month sales per 
man in our type of business. This formula should be worked out in other 
types of business as it gives a substantial guide to our personnel require- 
ments. 

Now in building up our operating expenses, we include such items as 
rent, leaseholding improvements, taxes and licenses, depreciation on equip- 
ment, repairs to equipment, light, heat, power, water and insurance, wages, 
commissions to employees, if any, central accounting, which means head 
office accounting, travel, including sales, operating and credit, miscellaneous 
selling expense, telephone and telegraph, postage, service car expense, freight 
and trucking expense, credit and collection expense, stationery supplies and 
office expense, stock room and shop expense, newspaper and radio adver- 
tising, direct mail and hand out cards, miscellaneous advertising, bad debt 
provision. After many years of retail operating experience we are able to 
determine fairly accurately the percent to sales of each of these items and 
the total amount should not exceed as a maximum 22% to 23%. If it does 
we are faced with a real supervision problem because the store will not be 
a proftable operation. 

I cannot close my talk without briefly reviewing the extension of credit 
and the collection of accounts in a retail business. It is a well known fact 
among credit men that more retail dealers go into bankruptcy or out of 
business via poor credit extension and poor collection follow-up than almost 
any other factor. This has not been true during the past five years, because 
receivables have been liquidated rapidly and there has been a far greater 
volume of business done on a cash basis. Time payment selling has been 
practically non-existent during the war period, but the time is near at hand 
when alert management in retail business is going to have to face more and 
more the sale of merchandise on open account or on a time payment basis. 
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Therefoce, the aggressive retailer must know how to deal with this 
class of business. It is impossible to cover this very broad field of activity 
in a few minutes and no two situations are exactly alike. In our business, 
however, if a customer comes in the store who is a stranger to the personnel, 
we simply go ahead and make our sale in a normal manner, and very often 
if it is a stranger, it becomes a cash sale automatically. If the customer has 
in his mind open account accommodation, or time payment accommodation, 
he will invariably so indicate sume time during the conversation, and here 
is where good salesmanship, diplomacy .nd common sense is required. If 
the customer indicates he would like to have 30 days terms, the person 
making the sale should take the customer over to the credit man and state 
frankly “Mr. John Doe is a new customer of our store and would like to 
open an account.” The credit man will then diplomatically handle the 
situation. 

Our present ledger sheet in our accounts receivable ledger provides a 
cue to the credit man to ask for certain simple and not too pertinent infor- 
mation. Naturally, we get the name and address; how long he has been at 
his present address; does he own or rent his home; the name of his em- 
ployer and the position held. It is unnecessary, as a rule, to embarrass the 
customer by asking him what his income is, because any credit man having 
any reasonable experience, can pretty well judge the income after he knows 
the kind of position a customer has. We ilke to know the wife's name and 
how many dependents, the home telephone number and the business tele- 
phone number. We like to know who his bank is, and whether he has 
purchased merchandise on open terms previously. If he has purchased 
something for his automobile, we want to know the car make and the 
year, the model and the license number, who he bought it from, and who his 
finance company is, if the car is under lien. 

Now this is the ideal information to obtain, but we do not always get 
it, and one of the biggest problems we have in opening an account, is hand- 
ling this important phase of the sale. There seems to be a reticence on the 
part of especially young credit men, to handle this phase of the transaction 
properly, but there is actually nothing to it if the questions are asked in a 
friendly manner, and not once in a hundred will a customer become offended. 

We insist also, that our stores become members of the local Credit 
Bureau, and if their files are complete, they will have a lot of information 
on local people, especially in the smaller cities. 

If, after going through this routine, and let us say there is a sale of $50 
involved, we may decide that the customer should buy on the time payment 
plan with a reasonable down payment and reasonable liquidation terms. In 
that case we, of course, take a conditional sales contract and the title remains 
in us until the merchandise is paid for. Here again is a fine point, to be 
able to distinguish whether a customer should be sold on regular open 
terms, or under the time payment plan, and only experience on the part 
of the credit man will smoothly handle this problem. 

Now, after we have the receivable on our books, monthly statements 
go out, of course, and our next problem is to have a friendly, but firm and 
consistent follow-up on past due accounts, Here again our ledger sheet 
provides a column to note collection effort, but again, we have plenty of 
difficulty in getting the history of the follow-up recorded. However, 
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through our District Credit Department, with continual pressure on Retail 
Credit and Operating men, and through our travelling Supervisors, we do 
a pretty fair job. Our losses are very small. This, however, is not true in 
thousands of cases of the independent retailer. He seems afraid to approach 
a past due account for fear of offending him, and there are millions of 
dollars lost annually in the retail business of Canada, because of this fear 
on the part of the independent retailer. Our credit men have spent plenty 
of their time trying to educate a dealer in the handling of receivables, but 
it is a never-ending job, and we are not able to more than scratch the 
surface. 

When we get back into the time payment selling business again, both 
through our retail stores, and through our !arge independent dealers 
throughout Canada, we try and pick above average young men and give 
them considerable specialized training in the merchandising, extension of 
credit, and the collection of accounts.. This plan has paid off in profits to 
many of our dealers and to our company in increased volume. I could spend 
the entire evening on the extension of credit and the collection of accounts 
alone, as I haven’t even scratched the surface in my comments. 

I do, however, want to leave one very fundamental thought, and that is, 
successful retailing in all of its phases, in any kind or type of commodity, 
requires a great deal of planning, aggressiveness and energy. 





An Operator’s Cost Credo 


I BELIEVE that everyone who has the authority to spend either Labour 
or Material or both, should have a day to day accounting made available 
for his perusal. 

I BELIEVE that where Costs are not available until several weeks 
after the time the Cost is incurred, that they bécome purely historical and 
have very little influence on the operation. 

I BELIEVE that Costs should be treated like Metallurgy and that simi- 
lar “Assay Sheets” should be made available just as quickly as in the case 
of metallurgical results. 

I BELIEVE that a Shift Boss or one of similar status in the organiza- 
tion would take pride in such a measuring stick and would be hesitant 
about requesting extra crew or material replacement until the need was 
sufficiently great as to outweigh the expenditure. 

I BELIEVE that in a highly competitive manufacturing industry it is 
essential that “Cost Consciousness” be cultivated as far as is practical and 
that in such industry as our own, that a similar character should be de- 
veloped. 

I BELIEVE that Operational Testing and Research must finally measure 
up in Dollars in order to justify itself. 

H. R. BANKS, Manager, 
Sullivan Concentrator, 
Kimberley, B.C. 
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Comments by H. P. Wright, C.G.A., R.I.A. 


Problem 4—Accounting II, 1946 

(a) How does a consolidated balance sheet of a holding company differ 
from a balance sheet drawn off the general ledger of the holding 
company? 

(b) What are “minority interests’? How is their amount calculated? 
How do they appear in the consolidated balance sheet? 

(c) Explain the treatment, in the consolidated balance sheet, of a dis- 
crepancy between the price paid for shares in a subsidiary and the 
book worth of these shares. 


SOLUTION 

(a) In the consolidated balance sheet the actual assets and liabilities of 
the subsidiary company are substituted for the item “Investment in 
subsidiary” which appears on the general ledger of the holding company. 

(b) “Minority interests” are the interests in the capital and surplus of 
the subsidiary which are owned by outside shareholders, i.e., share- 
holders who have not sold their shares to the holding company. 

The amount of minority interests is computed by multiplying the net 

worth of the subsidiary (as shown by its books) by a fraction whose 

numerator is the number of shares owned by outsiders and whose de- 
nominator is the total number of shares outstanding. 

“Minority interests’ appear in the consolidated balance sheet as 

liabilities. They are not a part of the capital and surplus. 

(c) To set up as “Goodwill of Consolidation” any amount by which 
the price paid for the interest acquired by the parent company exceeded its 
book worth, or conversely to set up as “Reserve for Valuation of Assets of 
Consolidation” any amount by which the book work of the interest acquired 
exceeded the price paid for it. 


COMMENTS 


Considerable difficulty was experienced in answering questions (b) and 
(c) of this question. As stated in the solution ‘Minority Interests” are not a 
part of the capital and surplus which fact was not well understood. The 
chief difficulty in answering the third part of the question concerned the 
disposition of the discrepancy in the price paid for the interest acquired by 
the parent company. As explained this amount should be set up as a “Re- 
serve for Valuation of Assets of Consolidation.” 


Question 7. Accounting II—1946 


The following is the trial balance of National Steel Limited as at March 
31, 1946: 
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pS Thora RIN CEN HVAT: cscccscccccsccnsescocdoesoseusdscseeved $ 31,278.79 
PACCOUGIS PECEING DIE oasis csiassescessssciceneosSasereodnendeaceeensos 16,861.35 
Reserve for bad debts as at January 1, 1946 ........ $ 1,265.42 


Dominion of Canada bonds maturing subsequent 
to 1946 at cost (market value is $27,986) 26,954.93 


Inventories as at January 1, 1946: 


Cy SUMMER NIG coc cssesiccirccsncacsetessuedeerscstaeveceossesexe 6,255.05 
SEAN COCONS 0 vs ccesesnuscessnsosscostesevdeavesastasseses 6,506.30 
BMS RNOR NEI  o oss cis cc sce ok cssasecacsencésccssasnconsevates 16,741.26 
Fixed assets— 
Employed in manufacturing (cost) ..........4 186,475.63 
Employed in administration (cost) «0... 42,017.85 
Reserve for depreciation of fixed assets— t 
BARRA ISR CARN MIN IS or, coc 55 55 sci ccyasacestsssoseoncoss Massie state's 74,779.60 
MINIM SO RENIN Soo cchcc,vaccnsccsssesninpseisssehexoiateoestsese 8,316.78 ' 
PCCOUOIS BD AMAIIE oss scsocsiisssctesctecesexsuve csvaceassictsscexstssves 6,595.43 I 
PME BRAUN cco as ccaccecsayatssbvacessantsccsuvanseneuvantovesas sess 16,518.82 
“Distributable” surplus ......ssosssssssssssesssssssssssneee 57,606.50 i 
Earned surplus as at January 1, 1946 wee 66,590.44 ' 
Capital—Authorized: 500 7% cumulative pre- | 
ferred shares of $100 each and $25,000 i 
common shares of no par value— 
Issued and fully paid: 
ZIG pecketred SHALES! <scicsscecssssicsssssss. 27,600.00 
14,584 common shares ............ce 60,766.00 
BM ah ses asircscabaatepeds vassaecabeaaaicues co casesvess wi sceassdaaciaaveceies 36,079.98 
BW ARACOTABL PULCHASES sicssissscsescessesccsaseccessvessssessess 10,900.04 
Direct labour... is caieunis insulin caboceaveauusaunsbcavtstse 4,654.75 
Manufacturing overhead costs (exclusive of de- 
WRNURCIMERONND 8 csatessesstssoxs/stnscentecustnesststeteccssios 2,160.00 
PRGUDIRISETAUIVE EE DERBE > occ5sccsciccenseacitcascasacessaderdaveseoss 2,090.90 
ao ee LE Ls It.) | lt a oo a a ae ene 1,397.00 
ROME IDIS MINOMNBE 6 gc cnnccctusuacsaisscsselsasucsscasxtusiaepheponsesas 2,019.07 
Income from investments, €tC. .........cscssesseeseeeereeds 193.95 





$356,312.92 $356,312.92 








At March 31, 1946: 


(a) Inventories, valued at the lower of cost or market, are: 


Wr IAB a cicsocststsccsnssi cerned $ 5,625.00 
IOV ORK VEEL GRIOCEES 25 scsi ses cacasssasecexcesesees 4,596.40 
LENT TS: Bsr cc |e i ee en en oP 2 19,855.50 
(b) Provision is to be made to the amount of $5,508.97 for income and 


excess profits taxes for the quarter year ending March 31, 1946. 


(c) Fixed assets (employed in manufacturing) which had cost $15,489.72 
and against which there had been reserved up to January 1, 1946, 
$4,697.45 of depreciation are included in the above trial balance. 
Retroactively as from January 1, 1946, these assets and the deprecia- 
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tion reserve standing against them are to be written off against 

distributable surplus. 

Depreciation is to be computed: 

At 5 per cent. per annum on manufacturing fixed assets. 

At 12% per cent. per annum on administrative fixed assets. 

(e) The reserve for bad debts is to be adjusted to stand at 3% per cent. 
of the accounts receivable. 

(f) Accrued expenses are: 


(d 


~— 


Manufacturing overhead  ..........s0008 $ 360.16 
Administrative expense ............:0c0 80.00 
SGRENG  GRRORNE) 5 cacsccsasivssccssesepscasenssteces 149.66 


(g) Accrued income from investments is $37.88. 

(h) Effect is to be given to resolutions passed on March 27, 1946, de- 
claring dividends of 134% on the preferred shares for the quarter 
year to March 31, 1946, and of $2.25 per share on the common 
shares for the year ending December 31, 1945. These dividends are 
payable on April 15, 1946. 

Required: 

Operating statements for the quarter year ending March 31, 1946, and 
balance sheet as at that date. 

Note: All calculations must be correct to the nearest cent. Careful 
attention must be paid to the form and appearance of the statements. 
SOLUTION 
Question 7—Accounting II 1946 

National Steel Limited 
Operating Statements—™% year to March 31, 1946 
SSRN: sce cacbak caassccasesolavasa eovect ietaaceloneccussesaven sotteids sai easuazi eer 
Cost of sales 
Inventory of finished goods, Jan. 1, 1946 ....$ 16,741.26 
Cost of goods manufactured, % year to 


$ 36,079.98 








March 31, 1946 as per schedule A .......... 22,752.25 
39,493.49 
Inventory of finished goods, Mar. 31, 1946 .... 19,855.50 19,637.99 
GLOSS PIMA DION. sasscierise seansccsasecenscaccevesascasdventisecasenstamtaucediereaggh $ 16,441.99 
SORES BOSC oc csciecas casscs siaveasessscniacassaicetessetantecens 2,168,73 
Administration expense 
SSRRGRNRN Neos ssiccoecetacacacenvesexeecnnietcs $ 2,170.90 
RIGRECCIBEION: cscciasssescssesscessess 1,313.06 
Eoss: by: ad GGte) ssiisssscsitienscsis 721.73 4,205.69 6,374.42 
Net Trading BR Oasis Soca sad seca tases sacecocasiatcasveadcsotacecacnemntesemeetsinctaced 10,067.57 
Add: Uncome froin ii vestitients) 25isicssissaccesscccszccustesscsaseasszscsocestertses 231.83 
Net profit before charging income and excess profits taxes ............ $ 10,299.40 
Amount of income and excess profits taxes .......s.s.ccsesscsscesssesrseeeseees 5,508.97 


$ 4,790.43 
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STUDENT SECTION 
National Steel Limited 


Balance Sheet as at March 31, 1946 


Current Assets 


OTe COL, COUP Toh LBS |) en 


Accounts receivable .............. $ 16,861.35 
Less: Reserve for bad debts 590.15 


Dominion of Canada bonds at cost (Market value 


16,271.20 


26,954.93 


30,076.90 
37.88 


98,766.43 


LLL LEAMA 
Inventories (valued at the lower of cost or market) 
RW. PARTOLIAIS si sccisiccsséccssccesene 5,625.00 
MVOLK IN PLOCESS: ..sssissisiscessseas 4,596.40 
Finished product ...........ss0000 19,855.50 
Accrued interest on investments ..........:cccceeeees 
Fixed assets 
BRR R CET - ssscscssscssesesasscssisecosntes 170,985.91 
Less: Reserve for depreciation .. 72,219.48 
Administration .....c..cccccccccssesseeeeeees 42,017.85 
Less: Reserve for depreciation .... 9,629.84 


32,388.01 


$ 31,278.79 


$104,619.70 


131,154.44 





Current Liabilities 


COT Ls) | Se eee 
Tong ge TCL hh no ee 
Dividends payable April 15. ...........sccscssssssesssseses 
Income and excess profits taXeS ........ssseseseeeeenes : 


Capital and surplus 
Capital authorized: 
500 7% cumulative preferred shares 


of $100 each $50,000 
25,000 common shares of no par value. 


Capital issued and fully paid 


OR OSCE OB PON ROOS stoic scisssicsictostscxcecaveszeee 
14,584 common Shares .........c.cccsccsseeseseeees 


NRE Ci NG sass ccc scicesnnsicisnsdcearesn scents 


$ 6,595.43 
589.82 


33,297.00 


22,027.79 


$ 27,600.00 
60,766.00 


$ 88,366.00 
46,814.23 


$235,774.14 


$ 62,510.04 
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Earned surplus: 
as at Jen. 2, 9966s icccscceecd $ 66,590.44 
Add: net profit % year to 
MEE eacac es ences tees natacantvees 4,790.43 
71,380.87 
Deduct: Dividends declared 33,297.00 38,083.87 
$173,264.10 173,264.10 
$235,774.14 
Exhibit A 
Cost of Goods, Manufactured—% year to March 31, 1946 
Work in process—January 1, 1946 0... $ 6,506.30 
Raw Materials 
Inventory—January 1, 1946 .....cesccccceseeseeseees $ 6,255.05 
PRGIRSES acsas casa ceccspnzuucsenatosssssasedccaseasctsnacisicrets 10,900.04 
17,155.09 
Inventory—March 31, 1946 ....ccccccseeeeees 5,625.00 
__ 11,530.09 
BueCOGE LADO ooissciscassssiscsstcatakietsanrtsnteceatasvae nadie ee 4,654.75 
Overhead 
SERGEY) sce coussassaecssccincccusencsseiescusasentnezeneecctvcocainones 2,520.16 
Depreciation of factory assets .............sescoee 2,137.33 4,657.49 
27,348.63 
Wrosks. in: procets—March) 33, 1946 isis. saiccssecssssiasesscessvestasacataaesecesesatas 4,596.40 
Ost OF BOOS MIAN UERCEALED) oicic ca sssscccsesscseescteceestsstsarcctemrsccenees $ 22,752.23 
COMMENTS 


Question 7—Accounting II 


Although special mention was made on the examination paper that care- 
ful attention should be paid to the form and appearance of the statements, 
most students were guilty of very poor presentation. For example, there are 
many instances where students neglected to show sub-totals for the various 
asset and liability classifications and many items on the Balance Sheet were 
included in the wrong classifications. Without listing in detail the many 
errors committed in the form and appearance of the Financial Statements, 
the students are again reminded that they must observe the correct forms 
and terminology in presenting Financial Statements. Particular attention is 
drawn to the manner in which capital and surplus are shown on the 
Balance Sheet. 











COST AND MANAGEMENT 
COST ACCOUNTING 
(Comments by A. VAN HARRIS, C.A.) 


PROBLEM NO. 1 


The Interstate Company operates a complete power plant in connection 
with its mill. The power plant consists of automatic hoppers, into which 
fuel is unloaded for delivery under the boilers; the boiler room, in which 
live steam is generated, and an engine room in which electric power is gen- 
erated. The boiler room delivers live steam to the mill, where it is used in 
direct processes, and to the engine room, where it is used in the production 
of electricity. Exhaust steam from the engine room is delivered to evapor- 
ators and water heaters, which are considered as separate departments from 
the mill. 

Exhaust steam is considered as a by-product of the boiler room. The 
boiler room cost is apportioned between the live steam and the exhaust 
steam in proportion to the poundage of each. The engine room is charged 
with an amount equal to its direct department expense as its share of the 
cost of the exhaust steam, and the remainder is distributed to the evaporators 
and water heaters in proportion to the poundage used. 

During the month ending July 31, 415 tons of fuel of 2,000 pounds each 
were delivered from the hoppers under the boilers, the fuel cost being 
$5.40 per ton. The labor cost of the power plant was $1,282.64, which was 
found by analysis of the payroll to consist of hopper labor, $460.25, boiler 
room labor, $542.41, and engine room labor, $279.98. Maintenance charges 
against the hoppers were $362.50 and against the boiler room $210.55. 
Other manufacturing expenses were: hoppers, $920.25, boiler room, 
$1,225.45, and engine room, $875.86. 


The power despatcher’s report showed the following: 








Pounds 
Ee RNS IN a5 cco casancecnsstacosonessessenteeveboectostsrscareriees 4,151,000 
URW SARNIA TANRERL ssc ccccsececcbvans vee sdsicsccseesniis cotensseecoiascceeCennsses 3,643,000 
BTRUSE GOGAT CO CVRIOEATOES  i5uiccssssscaschicssscescescacssssctenscoees 3,477,000 
Exhaust steam to water heaters ..................sccccseses. Rees tees 420,000 
PRD OEE OPO MMINIOD iss ccsscie tance encamaniacuie nuanced 11,691,000 
RRR EOE SEU SOREN iscscss ce ccaceisiesssisseceesassscasscstebvaoscisocses 104,000 K.W.H. 
Electric power to interurban line ............cscssccsssscssssesscess 13,290 K.W.H. 
ERT OLOGUES DOWER cicsccncisccscssisvsseesssssyeessacsscinns .. 117,290 K.W.H. 


(a) Prepare a cost statement showing the direct and apportioned 
charges of each department; hopper cost per pound of fuel used; cost per 
pound of live steam; cost per pound of exhaust steam; and cost per K.W.H. 
of electric power. Accompany the cost statement with detailed computations 
of each item. 

(b) Give the journal entries necessary to record all transfers between 
departments. 
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SOLUTION TO PROBLEM 1 
INTERSTATE COMPANY 


STATEMENT OF COSTS—JULY 








Hopper Boiler Engine 
Dept. Room Room 
Part A 
Fuel—415 tons at $5.40 per ton ..$ 2,241.00 Givsissssecescciess Divicsscciecesstes 
DSLOGt ERD OWE sscsccsssscesctanocctiossisacse 460.25 542.41 279.98 
Maintenance Charges ..........0004 362.50 ZIQGSS— sacensasevccsezecacs 
Other Manufacturing Expenses .... 920.25 1,225.45 875.86 
Total Departmental Cost ...... 3,984.00 1,978.41 1,155.84 
Transfer of Hopper Cost to Boiler 
TROON ooscceincscascsvceseavicasseciss 3,984.00 3,984.00 
EGtah Cae once ccstete $ 5,962.41 $ 1,155.84 








(A) Distribution of Boiler Room Costs 
Exhaust Steam—Evaporators ........... 3,477,000 
—Water Heaters .... 420,000 


3,897,000 Ibs. 33 1/3% 





























Live Steam—Engines ............cscseeee 4,151,000 
mae 3 | eer ear 3,643,000 7,794,000 Ibs. 662/3% 
11,691,000 Ibs. 100 % 
Exhaust Steam 33 1/3% of $5,962.41 m= oo. $ 1,987.47 
allocated as feiiows:— 
Engine Room—(Amount equal to direct 
MVGRE. CUMORSO occceccececscicepassclessnscstessivesss $ 1,155.84 
Evaporators (based on consumption) ............ 742.00 
Water Heaters (based on consumption) ........ 89.63 
$ 1,987.47 $ 1,987.47 
Live Steam 66 2/3% of $5,962.41 m= o....eeeeeeeeees $ 3,974.94 
allocated as follows 
Engine Room (based on consumption) .......... $ 212208 
Mill (based on consumption) ............:..c0 1,857.93 
$ 3,974.94 $ 3,974.94 
(B)—Distribution of Engine Room Costs 
Costs, as above (direct COStS) .......ccscssesecscesesesseseeees $ 1,155.84 
Charges from Boiler Room—Exhaust Steam ...... 1,155.84 
—Live Steam .............. 2,117.01 
WORK) GOOG ciccessvccvcssccscsscecses $ 4,428.69 
allocated as follows: 
Mill (based on K.W.H. consumption) ..............000 $ 3,926.88 
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Interurban Line (based on K.W.H. consumption) .. 501.81 


$ 4,428.69 
Summary of Costs 
PAE Cnt E Fe SOI isc vcsicicscvcictinccsecivssccoas $ 1,857.93 
ENGINE ROOM cacesvesssereessescescensneesace 3,926.88 $ 5,784.81 
Evaporators—Exhaust Steam .......scseeseeseeseees 742.00 
Water Heaters—Exhaust Steam .............sse00 89.63 
Interurban Line—Engine Room ...............0+00 501.81 
$ 7,118.25 
Part A 


Unit Costs 
Hopper Cost per pound of fuel used: 
415 2000—830,000 Ibs. of fuel used 
total Costs—$3,984—830,000 == oo. cceecesesesesesssseeeeeeees .0048 per Ib. 
Cost per pound of live steam: 
Total cost of Hoppers applied to Boiler Room 
for live steam— 
Live Steam == 7,794,000 Ibs. 
Costs of $3,984 — 7,794,000 = .........sssccccesssseceees .0051 per Ib. 
Cost per pound of exhaust steam: 
Boiler Room cost apportioned to exhaust 
Steam—$1,987.47 
Exhaust steam produced—3,879,000 Ibs. 
$1,987.47 ~ 3,897,000 — .00051 per lb., boiler room cost 
Cost of exhaust steam after allowing credit of 
$831.63 (742.00 + 89.63) for charges to other Depts. 
BSE GS SIT pret. <acsiscascnescesescccsssnpssconsccosessen 0002134 per Ib. 
Cost per K.W. Hour of Electric Power: 
Cost of Engine Room == $4,428.69 
Electric Power Produced == 117,290 K.W. Hours 


DE A2BGD ae TAT 200 sete: corsissssssssceccvsexerssesctacessienised 037758 per K.W.H. 
Part B 
Journal Entries 
UCL OO 5 crasoeidacsdaaieeeeeeee $ 3,984.00 
PROD OLR: execs cssxexssssesssrcscseesasesensts $ 3,984.00 
ERED ES FIR OOD —cacesicasvcaveavessesvesensseaasisoveeeaces 1,155.84 
BVApOTAtOls  osscescsesicessss sceshestaxetunsaten aeons 742.00 
MOP MERE TESOQUEEG: cass cascssscssovcovesivesexscaassessvecses 89.63 
IOS FRGOIA sscccisasiniccsnteaeeseastenes 1,987.47 
Besa eRIRS MRED) ss ccs abccecosspasvacyhebecassetaeak tanec 2,117.01 
OEY sssscssspabscisitceiens sxseushosscasatisssaszissassnoeapats 1,857.93 
RORRTURE RIC OGID cssscecsvsaspnicissesvetsceessstacnaen 3,974.94 
NIE sesocassasoesbaanbindeitascis caavnssieittecaserasatseadee 3,926.88 
MECCUIEEINA BIRO so soscscccsccsstesvins csteassavenetvneseen 501.81 
BME ROOID sisciccicscccersssserscsesconatoraes 4,428.69 











